
1

ECON public hearing on Financial Transaction Tax - 6 February 2012

Written statement by prof.  Stephany Griffith-Jones

The Financial Transaction Tax (FTT) is an idea whose time has come. It has several important 
advantages, especially in the current European context. 

1) It would raise quite significant tax revenue at a time when many European countries have large public 
debts and fiscal deficits. The FTT could be used, totally or partially - especially for some countries -
for fiscal consolidation. This is a highly desirable aim. It would lower the cost of borrowing for 
governments, which is positive for growth and could reduce somewhat the severity of the sovereign 
debt crisis. By decreasing the fiscal deficit it could help crowd-in private investment.

2) Another potential use of an FTT - again particularly valuable in the current European context of low 
economic growth and investment as well as high unemployment - is restoring growth while protecting 
the planet from climate change. The FTT could be spent either at a European level or by member 
governments for financing increased investment (e.g. green infrastructure, renewables) or help 
catalyze increased investment and innovation by SMEs. This would have both positive short-term 
aggregate demand effects but also long term aggregate supply effects on investment and growth. If 
some of the resources were used indirectly (e.g. by increasing the capital of the European Investment 
Bank), the leverage effects of increasing its lending to the private sector could have an even higher 
impact on growth.

3) A third use of the FTT would be that other taxes could be decreased or increased less than they would 
have been. Given that there is strong evidence  - including in the European Commission study - that 
the FTT would be more progressive than other taxes, this could imply that a higher proportion of 
households income would be consumed, as relatively poorer households spend a higher proportion of 
their marginal income than do relatively richer households. If revenues from an FTT allowed a 
country to lower its income tax or VAT, aggregate demand would rise, as would growth; this effect 
would be especially valuable in the current context where most economists see lack of aggregate 
demand as an important factor in slow growth or recession.

4) Arguments given against the FTT, initially said not to be feasible, are shown by Avinash Persaud not 
to be the case. The cases of the UK and Korea are clear examples. 

5) The FTT would be a tax that benefit the majority of people and the economy. Only a few would pay 
the cost, including High Frequency Traders (HFTs), however these are powerful actors and they resist 
it. 

6) A new argument given against an FTT is that it would be bad for growth. In our paper we make 
estimates that show that an FTT is most likely to increase GDP as well as having all the positive 
effects outlined above. The initial version of the European Commission model calculated a long-run 
loss of GDP of -0.53% from the FTT. Updates of the model by the Commission itself attempt to 
reflect more realistically how investment of companies happens in Europe. Investment is funded in a 
small proportion via the stock market (10%) or by debt securities (5%). The rest of investment is 
funded from retained earnings and bank loans that would not be subjected to the FTT. Therefore, only 
15% of the funding of companies in the EU would be affected by the FTT.  
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Taking account of these considerations, the negative effect on GDP would be much reduced, to only 
-0.2%. There are other mitigating factors, which the original Commission study stresses: one is that 
the tax would fall also on HFT, which represents 40% of financial transactions. If HFT falls or 
disappears, the Commission argues that this would imply no cost to the real economy; in fact it could 
be positive for financial stability and growth. Furthermore primary markets would be excluded as 
would be financial transactions that do not involve financial institutions. If we take account of these 
additional effects, the net impact on long-term GDP would be only -0.1%. 

 Our complementary analysis of additional growth impacts of FTT

7) An FTT would somewhat decrease systemic risk and therefore the likelihood of future crises. 
Naturally the FTT would not do it on its own as prudent macroeconomic policies and effective 
financial regulation as well as supervision also have a major role to play in crisis prevention. 
However, an FTT would decrease noise trading in general and reducing (or eliminating) high 
frequency trading; in particular HFT is a major source of concern for regulators. Thus the FTT could 
make some contribution to decrease the risk of future crisis. Reinhart (2009) drawing on her work 
with Rogoff estimate, from peak to trough, the average fall in per capita GDP as a result of major 
financial crisis was 9%. In the UK, real median household income fell by over 7%. In the East Asian 
crisis, GDP declines were also on average at least 7%. If we conservatively estimate that the 
probability of crisis would decrease by only 5% as a result of the FTT, which is very low, we would 
have a positive impact of +0.35% of GDP due to smaller likelihood of future crisis. The net effect 
would be  -0.1% +  +0.35%, results in an estimated +0.25% of GDP. 

8) Another long term positive potential effect on growth of an FTT, noted originally by Nobel Prize 
winner James Tobin. Extremely high remunerations in the financial sector contribute to attract some 
of the brightest graduates to financial activity, instead of to industry or commerce, or research on 
innovation. Should as a result of the FTT, the relative income of some of the highest paid employees 
in the financial sector be relatively lowered, then it could encourage some of these very bright minds 
to move to activities that could enhance the present and future competitiveness, and thus growth in 
Europe. People with similar educational qualifications become financial engineers in London and 
mechanical engineers in Dortmund and the long-term statistics suggest the latter is better for long-run 
productivity growth. We will not attempt to measure this effect of improving the allocation of human 
resources, but just note its qualitative positive impact.

9) Last but certainly not least, an FTT would not just contribute to growth in general, but also to fairer 
and more sustainable growth. More equal growth, which could be helped somewhat by a progressive 
tax such as the FTT, is an important objective given the increased and worrying trends towards 
greater income and wealth concentration. More sustainable growth could be helped by channeling 
some or all the proceeds of the FTT to investment, both public and private, in the low carbon 
economy.
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